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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO 
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION 8 NATIONAL 

ASSOCIATION OF PRESORT MAILERS 
ABAtkNAPMIUSPS-T24-26 Under your new methodology in this case, unit mail 
processing cost avoidance has risen for 3 digit presorted First-Class letters, over basic, 
by comparison with USPS estimates in R97-1 (0.89 cents in this case, 0.77 cents in 
Rg7-1), but has fallen for 5 digit presorted letters, over basic, (1.0850 cents in this case, 
1.5212 cents in R97-1). 

a. How does this discrepancy comport with your generalized conclu&n that cost 
avoidance is shrinking? 

b. Does your view that cost avoidance is shrinking focus on just mail processing 
cost avoidances? 

c. If your answer to b. is other than an unqualified ‘Yes”, please nrplr-;in where 
delivery cost avoidances are shrinking by comparison with USPS WY.4 numbers 
for any of the following three rate categories of First Class workshared letter 
mail: basic automation, automation 3 digit, automation 5 digit 

RESPONSE: 

First of all, I prefer the term “worksharing related savings” to “cost avoidance,” as the 

latter is often interpreted to be an engineering model cost for a specific rate category 

subtracted from the engineering model cost for a specific benchmark. 

a. I did not conclude in my testimony that “cost avoidance is shrinking.” I stated 

on page 18 (lines 26-28) that “from a cost standpoint, the worksharing related savings 

results for some rate categories have decreased from those found in Docket No. R97- 

I.” I then proceeded to discuss on page 17 how both cost methodology enhancements 

and technology improvements mhave affected the results. In terms of the 

comparison between Docket Nos. R97-1 and R2000-1 automation 3digit and 5-digit 

results, I do not view these findings as ” discrepencies.” I view the worksharing related 

savings results as more accurate cost estimates based on the cost methodology 

enhancements that have been implemented in this docket. 

b. Yes. ,As stated in a., I do not have the “view” that “cost avoidance is 

shrinking.” However, the comments I made on page 17 as to how the cost 

methodology enhancements and technology improvements may have affected the 

worksharing related savings results are directed toward the mail processing unit costs. 

c. Based on my response to b., no response to c. is required. 



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO 
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL 

ASSOCIATION OF PRESORT MAILERS 
ABA&NAW/tJSPS-T24-27 

a. Please confirm that your Column (I), Mail Processing Total Unit Cost from 
your Appendix I, page I-1, table “First-Class Letters Summary”, is the same 
methodologically as USPS witness Hatfield’s column (4) page 1, of Exhibit 
USPS-25A from R97-I, labeled “Total cost” (copy attached). 

b. If you do not confirm in a. please answer only sub-part b. of 
ABA&NAPMIUSPS-T24-28 below, and please explain here in full detail by cost 
pool or other factor, model or non-model, exactly what the differences are, and 
do this in a manner which is methodologically consistent with the Hatfield 
number from R97-1. 

c. If you do confirm in a., please answer all sub-parts to the ABA&NAPM/USPS- 
T24-28 below. 

RESPONSE: 

a. Not confirmed. 

b. Part a. asks me to confirm that I use the same (I assume this means 

consistent) methodology as witness Hatfield. I have not confirmed that statement. 

Given my response to a., part b. asks me to discuss the differences “in a manner which 

is methodologically consistent with the Hatfield number from R97-1 .I’ This does not 

seem possible given my response to a. However, I will discuss the differences between 

the cost methodologies used for First-Class presort letters by witness Hatfield in Docket 

No. R97-1 and myself in this docket. 

CRA MAIL PROCESSING UNIT COST CATEGORIES 

In Docket No. R97-I, witness Hatfield used two First-Class letters CRA mail 

processing unit cost categories: 1. “non carrier route presort letters” and 2. “automation 

carrier route presort letters.” The first category contained the aggregate costs for the 

nonautomation presort letters, automation basic presort letters, automation 3-digit 

presort letters, and automation 5digit presort letters rate categories. Therefore, 

models were developed for these rate categories and used to de-average the CRA mail 

processing unit costs. The latter category was a rate category. As a result, no cost 

models were required to de-average the CRA costs. 

In this docket, I have used three separate CRA mail processing unit cost 

categories: 1. “nonautomation presort letters,” 2. “automation non-carrier route presort 



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO 
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION 8 NATIONAL 

ASSOCIATION OF PRESORT MAILERS 
RESPONSE :o ~3r\iNAPM/lJSPS-T24-27 (Continued) 

letters,” and 3. “automation carrier route presort letters.” The first and third categoriis 

are rate categories. Therefore, no cost models are required to de-average the CRA 

costs. The second category contains the aggregate costs for the automation basic 

.presort letters, automation 3digit presort letters, and automation 5-digit presort letters 

rate categories. Therefore, models have been developed for these rate categories and 

are used to de-average the CRA mail processing unit costs. 

MODELS COST 

In Docket No. R20.00-1, a new simplified base mail flow model spreadsheet and 

cost spreadsheet have been developed for letters and cards. These spreadsheets are 

used for all modeled rate categories. The new mail flow model consolidates the RBCS 

operations into “outgoing” and “incoming” operations, eliminates the usage of 

letters/cards coverage factors, and combines the automated and manual incoming SCF 

and incoming primary operations. This latter change has been made to reflect the 

assumption that the mail volumes routed to either the incoming SCF or incoming 

primary operations are typically separated in “upstream” operations. In other words, 

little mail flows from the incoming SCF to the incoming primary (and vice versa). 

In addition, some model inputs have changed. The automation productivities 

have been de-averaged in a manner similar to the manual productivities, the density 

tables have been updated (see USPS-T-24, Appendix IV and Miller Workpaper I), and 

‘weighted” piggyback factors have been used for automated operations. These 

changes are all described in my testimony. 

COST POOL CLASSIFICATIONS 

In Docket No. R97-I, the CRA mail processing unit cost estimates contained 46 

cost pools. Each cost pool was classified as either “proportional” or “fixed,” with the 

exception of the “non-MODS” cost pool. This latter cost pool was broken up into 

proportional and fixed components using the percentage distribution from the other 45 

cost pools. 

In this docket, the CRA mail processing unit costs contain 52 cost pools. Each 

cost pool is classified as either ‘worksharing related proportional,” “worksharing related 
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fixed,” or “non-worksharing related fixed.” For a description as to how each cost pool is 

classified, please see my response to ABA&NAPM/USPS-T24-12. 

CRA ADJUSTMENTS 

CRA adjustment factors are used in both dockets in cases where mail 

processing cost models are used to de-average CRA mail processing unit costs. 

In Docket No. R97-I, a weighted model cost was calculated using base year mail 

volumes. The sum of the CRA proportional cost pools was then divided by the 

weighted model cost. The result was the CRA proportional adjustment factor. The 

remaining fixed cost pools were summed and classified as a fixed adjustment. 

In this docket, a similar proportional adjustment (refered to as “worksharing 

related proportional”) has been made. However, fewer cost pools have been classified 

as proportional. Fixed adjustments are also made in this docket, but two separate fixed 

components are calculated: “worksharing related fixed” and “non-worksharing related 

fixed.” 

WORKSHARING RELATED SAVINGS CALCULATIONS 

In Docket No. R97-1, the total mail processing unit costs (proportional and fixed 

costs) were included in the worksharing related savings calculations (refered to as “cost 

difference”). The total mail processing unit costs and delivery unit costs for a specific 

rate category were subtracted from the corresponding costs for a selected benchmark 

and were used as a basis for establishing discounts by the pricing witness. The 

calculations were performed in the testimony of the pricing witness. 

In this docket, I have included the worksharing related savings calculations in my 

testimony. In addition, the “non-worksharing related fixed” mail processing unit costs 

are excluded from the calculations. The “worksharina related ” (proportional and fixed) 

mail processing unit costs and delivery unit costs for a specific rate category are 

subtracted from the corresponding costs for a selected benchmark and are used as a 

basis for establishing discounts by the pricing witness. 

(c) No response is required. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO 
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION 8 NATIONAL 

ASSOCIATION OF PRESORT MAILERS 
ABA&NAPMIUSPS-T24-28 

a. Please confirm that using USPS witness Hatfield’s, Hume’s, and Daniel’s 
methods from R97-1 for both that case and this case, total cost avoidances have 
increased from 5.698 cents in R97-1 to 6.2170 cents in R2000-1 for a basic 
automation First Class letter, and have increased (over basic) from 0.8301 cents 
to 0.9850 cents for a First Class automated, 3 digit letter. 

b. Please confirm that using USPS witness Hatfield’s, Hume’e, and Daniel’s 
methods from R97-1 for those cost avoidances, and your new methods for 
R2000-1 cost avoidances that: (i) the cost avoidance for a First-Class automation 
3 digit letter a First Class automation basic letter has increased from 0.8301 
cents to 0.9850 cents. 

c. In creating a new methodology for measuring cost avoidance for basic 
automation letters in this case, were you at all knowledgeable of or did you 
suspect the fact that under the R97-1 methodology, cost avoidance of First Class 
automation basic letters had increased by over 0.5 cents Since the last rate 
case? 

d. If your anewer to c. is in the affirmative, in creating your new methodology, 
were you at all influenced by the increase in cost avoidance noted in c.? 

RESPONSE: 

I have answered all parts of this interrogatory, despite the instructions in 

ABABNAPMIUSPS-T24-27, because I think there may be Borne confusion as to 

whether I used the “same methodology” as witness Hatfield in Docket No. R97-1. I did 

not use the same exact cost methodology as witness Hatfield to calculate the total mail 

processing unit costs in this docket. However, the usage of total mail processing costs 

to calculate the worksharing related savings is a separate issue. [Note: In my testimony, 

I use the “worksharing related” mail processing unit costs, not the total mail processing 

unit costs, to calculate the worksharing related savings.] As a result, I have answered 

this interrogatory assuming that this latter issue is what is important to ABA&NAPM. 

a. I can confirm that when the “Mail Processing Total Unit Cost” [Appendix I, 

page I, column (I)] is used in the worksharing related savings calculations, the results 

are as indicated below. However, I use the “Mail Processing Worksharing Related Unit 

Cost” [Appendix I, page I, column (2)] in the calculations in my testimony to better 

isolate the worksharing related savings associated with mailer worksharing activities. 
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Rate Category 
First-Class Bulk Metered Mail Letters 
First-Class Automation Basic Letters 
Cost Difference 

R97-1 
Total MP 

& Delivery 
Unit Cost 
14.7274 
9.0298 
5.6976 

R2000-1 
Total MP 

& Delivery 
Unit Cost 

15.699 
9.482 
6.217 

First-Class Automation Basic Letters 9.0298, 9.482 
First-Class Automation 3-Digit Letters 8.1997 8.497 

. Cost Difference 0.8301 0.985 

b. Confirmed. 

c. d. No. When I began working on the cost studies included in my testimony, I 

did not take the approach that my task was to simply recreate the cost studies using the 

exact same cost models and methodology that had been used in previous rate cases. I 

adopted the mindset that my job was to develop the most accurate cost estimates 

possible. My goal was to get as close to the truth as possible given the limitations that 

are associated with developing any cost estimate. 

After months of reviewing the cost models and cost methodology used in 

previous cases, I identified several areas where improvements could be made. In this 

docket, I have implemented those improvements. The results of these changes are 

included in my testimony. 

In addition, most of the cost methodology changes were completed months 

before the data inputs (e.g., CRA mail processing and delivery unit wet data, piggyback 

factors) were available. AS a result, it would not have been pDBBibte to know exactly 

how the cost methodology changes would have influenced the results prior to the time 

period that the changes themselves were implemented. 
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